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JIIIITISII    irMLAVAV   FINANCE, 

TlIK  rrcnitlv  i>siu'(l  liaihvii\'  Krlurns  ot"  the; 
I  iiitrd  Kiiiiidnin  lor  tlir  vcar  1  !)0G  contain  a 
torniiilable  anav  ul'  fii^iircs  wliicli  is  not  calcu- 
IjittMl  to  attract  tlie  onlinary  rauler,  though  worthy 
of  attentive  consideration  by  those  who  liave  a 
pecnniarv  interest  in  lailwav  sei-urities. 

The  writei'  is  n(»t  aware  that  a  censns  has  ever 
heen  taken,  hut  ii  wnuM  \)r  interest ini;'  to  know 
the  prtsent  number  ol"  shareliohh-rs  in  the  rail- 
ways ol  tlie  United  lvin<^iloni;  ot"  that  ^reat  Ijody 
of  proprietors,  the  majority  of  whom  never  attend 
a  hah-yearly  meeting  but  are  satisfied  to  act  as 
sleej)in«^  partners,  siipportini^  the  Directors,  when 
asked  to  do  so,  b\'  means  ot"  their  proxies,  and 
acceptin«(  whatever  'livi(U'nd  is  ;^rant<jd  to  tlitin, 
merely  regretting  that  it  is  not  larger  and  hoping 
that  it  may  improve  in  the  future.  Some  (^though 
of  course  a  very  imperfect)  indicati(m  is,  however, 
afforded  by  a  statement  at  the  last  half-vearly 
meeting  of  the  North  I'lastern  Railway  Company. 
when  the  ehauMnan  said  that''  tin-  nrdinary  Stock 
of  the  ('om|)anv  was  £.j1  J  MiD.IMMi  and  tiir  nmnlit-r 
of  Ordinary  Shareholders  was  ai»out  .il.UOO — an 
average  of  £1,01)0  each."  Owing  to  investments 
by  Trustees  the  average  bidding  in  the  rreference 
and    I)ebenture   Stocks   was    j)i-obabl\'    more   than 


this,  while,  on  the  other  hand,  the  average 
holdinp^  in  some  of  the  less  important  Companies 
is  probably  less  ;  but,  taking  £1 ,000  as  the  average 
holding  in  British  Railways,  it  follows  that  some- 
where about  1,300,000  persons  are  to  some  extent 
dependent  on  the  continued  success  of  railway 
enterprise,  and  that  consequently  the  future  pros- 
pects of  our  great  railway  system  should  possess 
considerable  public  interest — the  more  so  as  there 
are  positive  indications  that,  notwithstanding 
Commercial  prosperity,  the  dividends  are  not  now 
so  good  as  they  were  eight  or  ten  years  ago. 

It  is  proposed,  therefore,  to  shew  some  of  the 
financial  results  of  British  Railways,  and  thus 
endeavour  to  arrive  at  an  estimate  of  what  is  the 
present  position,  and  what  may  be  the  future 
prospects,  of  the  companies  which  have  provided 
the  great  network  of  lines  throughout  the  United 
Kino'dom. 

The  figures  dealt  with  are  those  published  in 
the  railway  returns  issued  annually  by  the  Board 
of  Trade;  but,  before  dealing  with  them,  some 
explanations  respecting  them  are  necessai'y. 

In  regard  to  the  capital  account,  it  must  be 
borne  in  mind  that  the  amount  inserted  in  the 
railway  returns  is  the  total  capital  called  "  Paid 
up  capital  "  entitled  to  interest  or  to  participate 
in  dividends,  and  that  it  includes  the  large  nominal 
additions  which  have  been  made  to  capital  by  the 
conversion,   consolidation  and  division   of   stocks, 
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while  it  omits  the  conipaiMtivclv  <\i\:i]\  ;mi"Uiits  l)y 
wliii-h  such  t'lipital  has  hci'ii  iti  a  Ifw  i-ases 
reduceil. 

The  ohjectioualtK;  i)ractice  of  iioiniiiallv  in- 
creasing the  capital  1)\-  inert.'  hook  entries,  (.'itlirr 
for  stock-jdlthinLT  |>nr[)oses  or  to  ^ive  a  more 
moderate  appearance  to  the  interest  payahle  on 
the  preferential  stocks,  is  eciuivalent  to  the  issue 
of  stock  at  a  heavy  discount.  fhe  most  objec- 
tionable operation,  however,  has  been  that  adopted 
bv  some  companies  of  nominally  doubliiiL;'  the 
ordinary  stock,  for  the  j)Ui'j)Ose  of  convert inij;  it 
into  jireferred  and  deferred  stock,  when  the  object 
could  have  been  as  well  secured  by  splittiniz" 
instead  of  doubling  it. 

Furthermore,  lari^e  siuns  have  been  received  by 
some  companies  on  the  issue  of  stocks  at  a  prcininin, 
the  amount  of  the  iireiniiiins  havin^•  i)cen  ti'eated, 
and  fxpiiided,  as  capital,  but,  not  beiiiLi- entitled  '•> 
ilividcnd,  has  been  excluded  from  the  fii^ures 
representinij;  the  paid  up  capitid,  althoui^h,  had 
the  money  been  raised  by  the  issue  of  stocks  at 
[)ur,  the  amount  of  stock,  and  consequent  1\-  the 
amount  of  paid  uj)  i'aj)ital.  uouM  have  had  to  be 
increase<l  bv  the  amount  ot"  such  ]ircininnis.  (  )n 
the  other  hand  the  paid  up  capital  includi's  the 
nominal  additions  to  which  the  less  prospi-rous 
com[)anies  have  .sometimes  had  to  submit  I»y  the 
issue  of  stocks  at  a  discount,  the  additions  (Ik-voiuI 
the  casli    actually    received)    beiuLT    tlic    ditVerence 
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between  the  par  value  of  the  stocks,  upon  which 
interest  or  dividends  are  payable,  and  the  price  at 
which  such  stocks  were  issued. 

Prior  to  1890  no  figures,  explaining  these  differ- 
ences between  the  nominal  and  the  actual  capital 
paid  up  in  cash,  appeared  in  the  official  returns, 
and  this  renders  it  inconvenient  to  employ  the 
figures  for  earlier  years  for  purposes  of  com- 
parison ;  but,  since  1889,  the  returns  have  given 
the  amounts  by  which  the  capital  has  been 
nominally  altered  in  consequence  of  the  conversion, 
consolidation,  division  or  writing  down  of  stocks. 
They  contain  no  information,  however,  as  to  the 
difference  between  tlie  nominal  amount  and  the 
amount  actually  received  of  those  stocks  which 
have  been  issued  at  a  premium  or  at  a  discount. 

If  the  differences  between  the  amount  of  capital, 
without  the  nominal  additions,  and  the  amount 
upon  which  interest  or  dividends  are  now  payable 
were  comparatively  small,  they  might  be  dis- 
regarded ;  but  they  are  large  in  the  aggregate, 
and  vary  each  year,  so  that  they  offer  some 
difficulty  in  comparing  the  results  of  different 
years. 

Under  these  circumstances  it  has  been  deemed 
necessary  to  give  (1)  the  figures  representing  the 
capital  as  nominally  altered,  with  the  results 
obtained  from  them,  and  (2)  the  figures  and  results 
obtained  by  adopting  the  capital  as  it  would  have 
appeared  if  no  nominal  alterations  had  been  made 


ill  it.  riic  pi'dniuins  cliurL;.-!'*!  ninl  f  lu>  discounts 
allowt'd  on  tlu'  is<m'  ot  stocks,  al)()VO  or  below  par. 
will,  however,  still  remain  a  distiirltin^  cU'iiU'iit,  as 
to  which  the  orticial  returns  allord  no  iid'orniat ion. 

Tiie  capital  in  the  otlicial  tahles  is  thi-  capital  at 
the  end  of  each  year,  and  conse(iuenily,  when  there 
has  hicn  a  suhstantial  increase  of  capital  durin<^ 
the  vear,  llu'  proportion  of  net  receijits  to  capital 
is  somewhat  hi_L,dier  than  the  calculated  percenta<;e. 

Next  as  to  the  income  account,  it  is  necessary  to 
explain  that  the  recei[)ts  and  expenditure  ^iven  in 
tlic  official  tahles  trc(iuently  difVer  from  th.e  fi;^ures 
in  ihe  half-veai"lv  aecounts  of  tlu'  conij)anies,  and 
do  not  in  all  cases,  or  tor  all  years,  include  the 
whole  of  eitlK'r  receipts  or  exi)enditure.  so  that  the 
net  H'ceipts  shown  in  the  tables  do  not  always 
represent  the  sums  available  for  distribution 
amoiin^  the  owners  ot*  the  "  Paid  up  ca|)ital." 

It  is  impossible  to  explain,  with  any  degree  of 
eertaiiitv,  the  difVerences  which  exist  between  the 
Uoard  of  'iVade  tables  and  the  half-yearly  accounts 
ot*  the  companies,  but  the  writer  thinks  that  in 
some  cases,  at  all  events,  the  miscellaneous  receipts 
and  payments  in  the  ''  net  revenue  account  "  of 
the  companies  have  been  omitted  from  the  returns 
to  the  Hoard  of  Trade. 

Another  L^eneral  explanation  is  that  the  rec(>ipts 
iVom  pa.ssenger  trathc  inclmle  the  receipts 
from  sea.son  tickets,  whereas  the  number  of 
])ass<Migers     conveyed    (/.<.,    passen;.^r    journeys) 
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excludes  season  ticket  holders.  If  the  number  of 
journeys  taken  by  season  ticket  holders  could  be 
registered,  some  millions  would  be  added  to  the 
number  of  passengers. 

These  explanations  are  necessary  to  a  correct 
understandino:  of  the  fio-ures. 

The  years  1890,  1898  and  1906,  are  dealt  with 
in  a  table  which  follows  ;  they  are  fairly  comparable 
years  excepting  that  the  coal  strike  in  South  ^yales 
in  1898  seriously  affected  the  receipts  for  that  year 
of  the  Great  Western  and  other  railways  trading  in 
South  Wales,  so  that  the  results  for  that  year  are 
somewhat  lower  than  they  otherwise  would  have 
been.  But  before  dealing  with  particular  years  it 
may  be  as  well  to  give  the  proportion  of  net 
receipts  to  capital,  both  including  and  excluding 
nominal  additions  to  capital,  for  each  year  com- 
mencing with  1890  : — 


Including 

Excluding 

Including 

Excluding 

nominal 

nominal 

nominal 

nominal 

additions. 

additions. 

additions. 

additions. 

1890 

4-10 

4-37 

1898 

3"  55 

4-24 

1 

400 

4-29 

9 

3-61 

4-30 

2 

3  85 

4-15 

1900 

3-41 

4-05 

3 

3  60 

3-91 

1 

3-27 

3  88 

4 

3-77 

4-10 

2 

3-42 

4-05 

5 

3-80 

4-17 

3 

3-43 

4-05 

6 

3-88 

4-33 

4 

3-39 

401 

7 

3  73 

4-34 

5 

3-42 

403 

Average 

3-84 

4-41 

Average 

3-47 

415 

1906 

3-45 

4-07 

9 

Tlu'  facts  slicw  tli:it  comiciriiiu"  I  lie  ri^ht 
years  to  llM).")  with  tlu'  ciirln  years  to  1897, 
the  averjiL^^e  |>rr  ctiita^'e  ot  net  receipts  to 
capital  fell  t)ff  (»".>7  ( including)  or  ()"L'(!  (exehul- 
in«r)  the  nominal  additions  to  capital,  while  the 
result  tor  the  year  TJOi)  dillered  little  fmin  the 
average  i'^^'  the  previous  ei^ht  \cars. 

T\h'.  tnliowiiiL;"  tahli^  compares  the  leailin::; 
statistical  teatures  of  United  Kiiiiidoiii  iMiiwaxs  in 
the  years  IS'.K),  189S,  and  llHXi. 

In  reatlini;  this  tahle,  notice  must  he  taken  of  the 
fact  that,  ill  the  year  18'JS,  there  was  a  sliu:ht 
talliiiLr  otV  ill  the  net  receipts  as  compared  with 
1897  tjwini^,  partly  at  all  events,  to  a  strike  of 
miners  in  South  Wales,  so  that  181>8  is  not  (juite  a 
normal  year,  and  this  fact  has  some  etft'ct  on  a  few 
of  the  per  centaj^es  in  the  last  two  coliunns  of  the. 

tahle.     The    increase    of   net    receipts,    ( ipaiiiii;' 

1S9()  and  IS'.IS,  miicht,  under  ordinarv  circum- 
stances, have  be«'U  ahout  '2  per  cent,  more,  and, 
comparini,^  1S!)8  and  r.MMl,  ahoui  '2  per  cvi\{.  less 
than  in  the  tahle. 

It  will  he  seen  that  a-^  hetweeii  I  SIM)  and  l^'.tS 
the  capital  rankiui^  for  interest  or  dividind  had 
iiK-rtasfd  l'(;.  I  per  cent.,  l)Ut  that  full\'  one  half 
the  increase  was  due  t<»  iiomiiud  additions;  whilr 
between  ISOH  and  19l)(>  the  nominal  additions 
had  heen  so  uuich  smaller  in  amount  that,  althoui^h 
the  per  centa;^e  incn^ase  of  capital  paitl  in  cash  w.is 
higln'r    than    between    l.S!>U    and     189S,    tie-     pir 
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ccntage  incroasc  of  the  total  capital   \v:is  lt\ss  than 
half.     Thf  last  ci)lmiin,  c'om[)ai'iii<(  ISDS  and  r.>On, 
shews   that    th(^  capital   had  increased    1.')  jut  cent, 
hut    the    iiiilea;;i'    ol    railway    had    incroas('<l    oiilv 
♦  !.',    jK'r    cent.,   so    that    the    capital   pel'   mile   had 
iiu  reaseil  GS  per  cent.      The  j^ross  takiuirs  in  1!)0G 
were  nearlv  '2'2  per  cent.  hiLcher  than  in  ISDS,  hut 
tiie  e.Kpeuditure  was  'M)  per  cent,  hi^^her,  .so  that 
the  net  receij)ts  were  only  10;',   per  cent.  lii|j;her, 
while,  the  eaj)ital  entitled  to  rank  havinLj  inerea.sed 
l.'J  per  cent.,  it  followed  that  the  [)roportion  of  net 
receipts  to  ca[»ital  and  the  dividend-^  paid  sullered 
a  dreline.      The  nnniher  of  passengers  earrinl  was 
about  Hl^  per  cent,  hii^^her  in  I'JOG  than  in  l.SDS,  hut 
the  number  of  [)assen<^er  train  miles  travelled   was 
'2[}^  {)ercent.  higher,  which  does  not  indicate  greater 
economy    in    this   branch   of  the    traffic.     On  the 
other  haiitl,  while  the  tonnage  of  goods  conveyed  was 
2'J  per  cent,  higher,  the  number  of  miles  ti-avelled 
bv  goods   trains   was   (I   per  cent,  lowci-,  inlieating 
heavier  trains.      These   results  are   rellected    in   the 
gross   reeeiiits   [)er   train  mile,  tho.se  for  pas.senger 
trains  being  one  penny  less  and   for  goo<l8  trains 
l.s-  6^7  more. 

The  almost  uninterrupted  increa.sc,  year  by 
vear,  in  the  gr«)ss  earnings  of  our  railways  is  the 
most  encouraging  feature  in  railway  linance  ;  but 
the  rate  of  increase  in  the  exjMiiditure  has  been 
still  greater,  and  the  (piestion  arises  whether  this 
increasing  expenditure  is  to  continue  or  u  hcthrr  it 
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may  be  possible  to  check  its  progress  by  the 
introduction  of  economies.  On  this  subject  the 
writer,  not  being  a  railway  expert,  is  incompetent 
to  offer  any  reliable  opinion;  but,  whatever  may 
be  the  expert  opinion,  there  is  evidence  that  it  will 
I'equire  the  exercise  of  a  great  deal  of  economy  to 
counterbalance  the  almost  inevitable  future  increase 
in  the  expenditure  from  causes  beyond  the  control 
of  railway  officials.  Perhaps  the  most  threatening 
of  these  arises  from  the  attitude  of  railway 
employees  j  for  professional  agitators  keep  alive 
among  the  men  employed  a  constant  feeling  of 
discontent,  and  it  is  only  natural  that  men,  who 
are  being  assured  that  their  hours  of  labour  are  too 
long  and  their  pay  too  small,  should  lend  a  willing 
ear  to  such  seductive  music  or  that  they  should  be 
excited  by  it  to  conflicts  with  their  employers. 
The  result  of  such  conflicts  sometimes  may,  and 
sometimes  may  not,  be  in  their  favour,  but  there 
can  be  little  doubt  that  the  general  tendency  of 
the  labour  market  is  in  the  direction  of  shorter 
hours  and  more  pay. 

A  further  cause  for  anxiety  is  the  attitude  which, 
of  late  years,  has  been  assumed  by  Parliament 
towards  railway  companies.  Having  sanctioned 
and  encouraged  shareholders  to  invest  their  money 
in  establishing  and  carrying  on  the  largest  trading 
business  in  the  country.  Parliament  seems  now  to 
be  disposed  to  regard  it  as  an  injurious  monopoly 
which   requires    to    be    coerced  into   working  the 
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railways  with  an  cxclusivi*  reminl  to  tlif  intcrcists 
of  the  pui)lir,  t"orii;ettiiii!:  that  tlio  railways  would 
never  have  been  made  it"  the  shareh(»lders  jiad  not 
relie*!  on  olitainiiiL;"  a  fair  and  ad('(|nate  return  tor 
tlii'ir  nioiu'v.  \\  ith  a  ilffTniinii;  dividend,  the 
shareholders  are  eontVontcd  with  dcniamU  t'oi* 
reduced  IVeiirht  rates  and  tares  and  tor  woi-kmcn's 
trains  at  unrcnninerative  rates. 

Increasing:  local  rates  are  another  luavv  hnnleii 
on  raihvavs,  and  they  are  likely  to  continue  to 
inci'casc  ntdcss  the  rxjiansive  ideas  ot'  local 
authorities  are  checked  and  controlK'd.  At  present 
the  notion  seems  to  prevail  that  individual  etFort 
and  enterprise  may  l)e  sujierseded  hy  rate-aided 
scluMues.  Municipal  indebtedness  is  a  ^rowin^ 
danijer,  as  every  fresh  scheme  is  carried  out  with 
borrowed  mone\',  the  interest  on  which  is  an 
increasiiii^  burden  on  rarepa\"ers,  more  especiallv 
I'ailwavs,  whose  i)ri>i)i'rtv  is  heavily  assessed. 

Anotlu-r  cause  pointin<^  to  increased  expenditure 
on  railways  arises  in  repird  to  coal  and  iron,  tlie 
articles  of  largest  consum|)tion  on  railways,  and  as 
the  price  of  iron  depends  vci'\'  nuich  on  the  prii-e  ol 
coal,  anv  increase  in  the  cost  of  the  latter  a<i<ls 
seriously  to  the  ex[)enditure  of  railway  companies. 
That  the  best  {i.e.,  the  thickest  and  most  easily 
worked)  scums  of  coal  are  Lri-adiially  a[)proachin;; 
cxiiaustion  is  a  melancholv,  but  und<Mil)ted,  tact; 
and,  wiien  (hepi-r  and  thinner  seams  comi'  to  be 
worked,  the  cost  of  W(jrkiie^^  will  l>e  ;^reater  with   a 
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corresponding  rise  in  price,  and  this  rise  may  be 
accelerated  by  the  free  exportation  of  this  great 
national  resource  and  by  demands  from  the  miners 
for  higher  wages.  Indeed  it  would  seem  that, 
from  one  cause  or  another,  the  tendency  to  a  rise 
in  price  is  already  apparent  as  will  be  seen  from 
the  following  table,  the  figures  in  which  are  taken 
from  the  official  "  Mineral  Statistics  "  issued  from 
the  Home  Office: 


Approximate 

Approximate 

Years. 

price  of  coal  at 

Years. 

price  of  coal  at 

the  mines  per  ton 

the  mines  per  ton 

s.    d. 

S.     cl. 

1890 

8     3 

1898 

6     4i 

1 

8     0 

9 

7    7 

2 

7    3 

1900 

10    9f 

3 

6     9h 

1 

9     4i 

4 

6     7i 

2 

8     2t 

5 

6    0^ 

3 

7    8 

6 

5  lOj 

4 

7    2h 

7 

5  11 

5 

6  m 

Average 

6  lOi 

Ateeage 

8     Oi 

1906 

7    34 

The  prices  in  1900  and  1901  were  exceptional, 
but  omitting  those  years  the  average  for  the  six 
years  1898-9  and  1902-5  is  75  4:d  per  ton  against 
6.5  lO^dj  the  average  of  the  previous  eight  years. 

The  causes  thus  enumerated  will  almost 
certainly  entail  upon  railway  companies  increased 
expenditure  in  the  future,  and  should  lead 
Directors  to  husband  their  resources  and  to  seek 


improvid  iiictliods  in  doalin^^  with  the  trattic,  so 
tliat  all  umuM'i'ssary  wear  and  tear  and  all  waste 
(»t  power  may  be  avoided. 

Although  tho  incrcasinij  expenditure  ahsorhs 
a  f^ood  deal  of  the  in)prov(  nunt  in  i,M'oss  trattic 
reeeipts,  the  net  receijits  in  1 !)()()  were,  notwith- 
standiiiL!',  £7.(!S.").It.ll  nioiv  than  thcv  were  in  IS'.K), 
and  Would  have  afVordi'd  a  sui)stantial  increase 
in  the  dividend  it"  the  capital  charges  had  not 
heen  swollen  hy  t-ontinnal  additions  to  the  per- 
manent debt. 

The  large  annual  additions  to  the  capital  of 
Hritish  railways  constitute  the  most  serious  item 
in  railway  finance,  and,  when  the  increase  of 
capital  is  compared  with  the  additional  miles  of 
railway  ojiened,  it  becomes  evident  that  a  polic}'  is 
being  pursued  which,  if  persisted  in,  may 
ultimately  land  railwav  companies  in  serious 
ditticulties.  The  capital  of  liritish  railways 
(excluding  nominal  additions)  stood  in  IDOG  at 
£5,401  per  mile  more  than  in  1S!M),  and  it  must 
be  rememlu'red  that,  with  some  unimportant 
exceptions,  the  whole  of  the  ca])ital  has  been 
raisetl  irredeemablv  in  the  shape  of  perpetual 
Stock.  If  the  wdiole  of  the  capital  raised  since 
1890  had  been  expended  in  making  and  e<piipj)ing 
new  lines,  it  wouid  follow,  looking  at  the 
additional  mileage,  that  the  new  lines  had  cost 
about  JC.Si,()0O  per  mile.  l>ut  the  whole  of  it  has 
not  been  devoted  to  extending  the  mileage  of  the 
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railways,  as  a  large  part  has  .been  laid  out  on 
improvements,  additions  and  reconstructions  on 
railways  already  completed,  and  in  work,  and 
already  charged  with  the  cost  of  construction  and 
equipment.  There  is  no  information  in  the  official 
returns  as  to  the  amount  so  laid  out,  and,  in  order 
to  get  at  it,  the  half-yearly  accounts  of  every 
railway  in  the  Kingdom  would  have  to  be 
examined  ;  but,  on  reference  to  between  forty  and 
fifty  half-yearly  accounts  of  some  of  the  leading 
lines  (which  happen  to  be  in  the  writer's  pos- 
session), it  is  found  that,  while  the  proportions 
vary  very  much  each  half-year,  the  general  result 
is  that  about  38  per  cent,  of  the  whole  capital 
expenditure  was  incurred  on  lines  already  open 
for  traffic. 

Railway  Directors  no  doubt  contend  that  every 
improvement,  addition  and  reconstruction  made  on 
an  old  line  increases  the  value  of  the  property. 
This  may  be  so  in  theory,  but  the  same  theory 
may  be  applied  to  simple  repairs,  for  it  is  certain 
that  a  thing  in  disrepair  increases  in  value  by 
being  repaired.  Repairs  and  gradual  improve- 
ments and  reconstructions  are  necessary  to 
maintain  a  business,  and,  if  neglected,  the  business 
is  likely  to  suffer  ;  but  that  is  no  reason  why  a 
railway  company  should  encumber  itself  with  a 
perpetual  debt  in  order  to  carry  them  out  and 
thus  mortgage  any  possible  or  even  probable 
increase  in  its  business.     Apart  from  the  theory, 


ill  ])r:icticf  tlici'o  is  iit»  ccrtaintv  tli;if  such  cx- 
|)en(liture  wHl  securt'  incrcasi'd  carniiiixs,  inasmucli 
as  iinproviMiR'nts  mav  prove  to  lu*  mistakon, 
ailditioiis  may  turn  out  usrK'ss  or  iiiirciminerativc, 
ami  reconstructions  may  liavo  to  Ix-  undertaken 
merely  because  the  oriizinal  eonstrucrii  »n  was  a 
haclly  phimu'il  one.  Tlie  poliey  of  cliaririnjr  such 
expeiuliture  irrevocably  to  capital  is,  therefore,  an 
unwise  and  short-sighted  policv. 

In  the  sup[)lenient  to  Tin'  'li/iifs  newspaper  of 
diilv  1st  last  tliere  appearetl  a  connnunieation  fi-om 
a  "  railwa\'  eorrispoiident  "  on  rail\\a\'  companies' 
accounts  and  reserves,  which  it  mav  be  surmiseil 
was  wrilten  l)y  a  railway  otlicial  as  a  sort  of 
apolofTv  in  justification  of  char<^nn^  ca[)ital  with 
work  executed  on  lines  already  completed  and  in 
work.  The  writer  states  ''  one  sometimes  hears  it 
asserted  bv  wa\'  of  criticism  that  railwa\'  com- 
panies are  ill  tie-  habit  of  charging  against  ea})ital 
expenditure  sums  which  in  a  private  concern 
would  l)e  borne  out  ot  revi-nue.  That  may  be  so, 
i)Ut  it  nuist  be  remembered  that  a  course  of  action 
that  might  be  both  admissible  and  expe<lient  in 
connection  with  a  private  undertaking  might  Ik* 
altogether  u/fni  r/rrs  in  the  case  of  a  raihvav 
company.  For  instance,  in  a  ])rivate  busines.**,  by 
arrangement  amougst  the  partners  advantage  is 
sometimes  taken  ot  a  go<jd  year  to  make  an 
extension  of  buildings  or  machinery  out  of  j>rotits, 
but  few  shareholders  would  suggest  that  a  railway 
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company  would  be  justified  in  acting  in  a  similar 
way.  Railway  shareholders  are  entitled  at  the  end 
of  each  half-year  to  whatever  profit  may  have 
been  made,  and  it  would  not  be  fair  to  use  that 
profit  for  the  purpose  of  increasing  the  corpus  of 
the  undertaking  for  the  possible  benefit  of  other 
shareholders  in  future  years." 

This  attempt  to  show  that  railway  companies 
should  conduct  their  business  on  different  lines  to 
those  taken  in  other  businesses  is  rather  weak, 
for  the  writer  has  no  authority  whatever  for  the 
statement  that  railway  shareholders  are  entitled  to 
the  whole  of  the  profits  of  each  half  year.  Without 
going  into  the  question  of  what  is  the  correct 
definition  of  the  "  profits  of  each  half  year,"  it  is 
sufficient  to  say  that  shareholders  are  (;learly  only 
entitled  to  so  much  of  the  earnings  as  the  Directors 
think  it  prudent  to  divide  amongst  them.  Xeither 
is  there  any  authority  for  his  suggestion  that  it 
would  be  altogether  ultra  vires  to  charge  improve- 
ments and  additions  on  existing  lines  against 
revenue;  indeed  the  writer  almost  immediately 
afterwards  gives  himself  away  by  not  only  justify- 
ing but  commending  the  creation  of  reserve  funds 
(even  hidden  reserves)  out  of  current  revenue  to 
meet  future  contingencies  and  to  equalise  future 
dividends. 

The  fact  is  a  railway  company  is  a  trading 
company,  and,  like  every  other  trading  company, 
and  every  individual  trader,  it  has  not  merely  to 
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look  at  its  ])ivsoiit  j^ositioii  and  'li\I(l('  cvt  rvtliiii^r 
it  cjiii  screw  out  ot'  f^ross  incoiiic,  l)Ut  it  is  its  first 
duty  and  its  first  interest  to  look  forward  and  to 
adopt  every  precaution  which  appears  necessary 
or  desirahir  in  Di-dcr  to  ensure  (as  far  as  j>ossible) 
the  stiihilitv  and  future  jjrospcriiv  ot'  the  l)iisiiiess; 
and  a  railwav  coinpanN'  wliich  Ihhtdws  nioriev 
irredeemably  in  order  to  carrv  out  iinj)rovcnients, 
additions  and  rcH-onstrnctions  on  a  line  already 
open  and  in  work,  ami  already  burdened  with 
a  lieavy  capital  outlay  in  its  construction  and 
iMpiijunent,  subjects  itself"  to  the  cliarLic  ot"  im- 
pi'ovidmcf  in  lavourinu"  the  ])resent  at  the  expense 
of  the  future. 

The  i::reat  len<rth  to  which  tlie  system  mav  be 
carried  is  exemj)lified  when  the  writer  in  The  Times 
says  that  "  if  the  ori^rinal  cost  of  an  old  (Railway) 
coach  was  £300  and  the  cost  of  a  lU'W  one  buill 
to  replace  it  is  £500,  the  difference  of  .l!200 
would  be  pro[)erly  debited  to  capital  account." 
That  is  to  say  that  the  L*200  is  to  be  borrowed 
irre^leemably  and  adih'd  to  the  permanent  drbt  of 
the  com])any,  althou<;h  ])robal)ly  fewer  of  the  new 
jiatti-ru  coach  Avill  be  reipiired  to  cai"i-y  thi'  same 
number  of  passcn«j^er9. 

Tile  fallacy  running  througli  the  communication 
is  best  shown  by  a  reference  to  the  accounts  of 
American  railways  where  the  ultni  vires  ar<^ument 
is  entirely  disrej^arded.  In  the  supplement  to  the 
Statist  m-wspaper  of  dune  l.')th  last,  will  be  touinl 
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an  exhaustive  statement  respecting^  American 
railways,  and  it  is  there  remarked  that  "  The 
actual  capital  expended  in  the  eleven  years  from 
1893-4  to  1904-5  was  of  course  very  much  larger 
than  the  nominal  capital,  a  large  portion  of  the 
increasing  profits  of  the  railways  having  been  used 
for  betterments.  In  1893-4,  while  the  profits 
earned  were  less  than  $73,000,000,  the  dividends 
distributed  amounted  to  $83,000,000  ;  but  in 
1904-5,  out  of  profits  of  $315,000,000,  only 
$193,000,000  was  distributed  in  dividends,  and  no 
less  than  $122,000,000  was  devoted  to  betterments 
and  capital  purposes." 

In  reference  to  the  Pennsylvania  railroad  it 
states,  "  The  important  matter  to  be  noted  is  that, 
beyond  distributing  a  dividend  of  6^  per  cent, 
upon  its  common  stock  in  1906,  the  Pennsylvania 
railroad  applied  no  less  than  $15,447,000  to 
improving  its  property,  and  the  controlled  lines 
also  devoted  large  sums  to  betterments." 

Concerning  the  Lehigh  Valley  railroad  it  states 
that  last  year,  in  addition  to  constructing  new 
bridges,  making  private  sidings  and  other  works, 
sixty-five  powerful  locomotives  were  added  to  the 
stock,  and  considerable  additions  were  made  to 
the  freight  cars,  "  not  a  single  dollar  of  the  large 
expenditure  being  charged  to  capital." 

In  the  case  of  the  Chesapeake  and  Ohio  railway 
it  states  "  That  the  Company  is  distributing  only 
1   per  cent,  dividends  whilst  its  profits  are  sufH- 
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(In  it  to  ]);i\  nr:irl\  7  per  ((iit..  i>  iliic  t<>  t  lie  rll'i  >rt  to 
keep  down  tlie  capital  account  and  to  iriiprovc;  the 
property  out  ot' ])rofits." 

Similar  remarks  arc  made  rcspt'ctiii*;  nearly  all 
the  American  lines,  a  notable  exception  Ijcin^^ 
the  ("hicau'o  (Jreat  Western  whii-h  is  *'  financed  on 
Kn<;lish  j>rincij>Ks  ;  praeticalK'  all  iinprovenieiits 
are  charg'eil  to  capital,  and  whatever  ])rofits  are 
earned  are  divided."  This  line  pass  no  liividend 
on  its  common  stock. 

And  what  is  the  natural  r(>sult  of  this  difference 
of  treatment  ol"  the  capital  account  hetweeii 
American  and  lli'itish  railwavs  ?  It  is  this:  that 
whereas  hetwt'cn  lSl>;>-4  and  r.Mi-l-.">  the  American 
railways  increased  their  capital  by  only  about 
£1,300  per  mile,  the  United  Kin<^(lom  railways, 
))etween  181>-i  and  190'),  increased  their  ca])ital 
by  about  £3,'J0O  per  mile  (irrespectiyc  of  nonunal 
additions). 

Hut,  to  come  nearer  home,  it  will  hr  found  that 
the  l)est  manan;L'd  industrial  and  tradin^^  companies 
either  pay  directly  out  of  profits,  or  accumulate 
reserve  funds,  to  provide  for  the  improvements, 
extension  and  reconstruction  of  their  j)remises; 
while  Parliament  has  adopted  a  still  ini»re  strinLi;ent 
view  in  dealinir  with  corjiorate  bodies  who  are 
entrusted  with  the  expenditure  of  otlier  peoj»le's 
money,  ai>  it  luis  enacted  that  wlien  local  authori- 
ties desire  to  borrow  money  for  the  purpose  of 
esUiblishing  an  entirely  new  work  (not  merely  for 
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tlie  purpose  of  improving  or  extending  an  existing 
work)  they  are  only  to  be  allowed  to  do  so  on  con- 
dition that  they  repay  the  money  borrowed  within 
a  certain  time.  If,  for  instance,  they  borrow  to 
construct  light  railways  or  tramways,  they  have 
to  repay  the  whole  of  the  borrowed  money  within 
a  limited  time. 

Railway  oificials  may,  and  perhaps  do,  contend 
that,  so  long  as  capital  expenditure  is  accompanied 
by  a  corresponding  increase  in  the  net  revenue, 
that  expenditure  is  justified.  This  is  a  plausible 
but  unsound  contention,  though  in  early  days  it 
may  have  been  applicable  with  some  show  of 
success  ;  but,  in  more  recent  years,  even  this 
contention  is  of  no  avail,  as  is  indicated  in  the 
following  table,  in  which  an  attempt  is  made  to 
show  how  far  the  increased  net  revenue  of  British 
railways  has  been  able  to  meet  the  increased 
annual  charge,  owing  to  the  additions  to  capital, 
in  each  year  from  1890  to  1906.  It  has  been 
assumed  lor  this  purpose  that  the  additions  to 
capital  have  been  raised  at  3^  per  cent.,  which  is 
probably  below  what  the  companies  have  had 
to  pay. 

The  figures  for  the  years  1905  and  190G  show 
that  railway  companies  exercised  more  moderation 
than  formerly  in  raising  fresh  capital  with  the 
result  that  the  increased  net  revenue  considerably 
more  than  covered  the  increased  annual  charge 
on  the  capital  raised  ;  though  it  may  be  assumed 
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that  in  \\H){]  It  was  not  so  imich  a  clianLrc  in  the 
{)olicy  of  tln'  compaiiit's  as  tlii'  iHifavoiirnl)le 
coiiilition  (if  the  iiitmcv  inarktt  that  was  the  cause 
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—  l.ltito.210 
+  1..SO5.027 

+    r.7i.r.«»8 

+  l,53N.Sit5 
+      200,378 

—  805,446 

—  59,682 

+     745  .OlO 

—  2.211t,4ll 

—  ].••.<  i.^.n.TJ 
+  l.'.»2;».si»2 
+  152.174 
-  333.J25 
+      30S.ll)S 

+    54<;.23r) 


1898-190t;  140.642.375  4.570,877  -H  4,151.119  —  416.758 


1890-1906  251.149.899  '  S.l»;2.:<71  4-  7.68S.93I  —  476.440 


ol  .so  small  an  uiiiouiit  ot  ca[>ital  In-iiiic  raisid  in 
that  year.  The  present  year  will  j)rol)al)lv  show 
similar  results,  Ijut  it  may  be  conjectured  that 
when  money  becomes  clieaper  the  companies  will 
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make  up  for  lost  time  in  tbe  execution  of  works 
which  have  been  merely  postponed. 

Looking,  however,  at  the  whole  period,  1890- 
1906,  it  will  be  noticed  tliat  the  increased  net 
receipts  fell  short  of  the  increased  annual  charge 
on  capital  by  £476,440  ;  and  an  indication,  that 
this  failure  of  increasing  net  revenue  to  meet  in- 
creasing capital  charges  has  a  tendency  to  become 
more  pronounced  in  the  future,  is  afforded  by 
comparing  the  results  for  the  last  eight  with  those 
for  the  first  eight  years — the  deficiency  in  the  first 
eight  years  being  only  £59,682,  while  in  the  last 
eight  years  it  amounted  to  £416,758. 

Railways  being  now  burdened  with  a  capital  of 
£55,799  per  mile,  the  question  of  course  arises 
whether  it  is  not  too  late  to  rescue  them  from  the 
mistaken  policy  of  incurring  irredeemable  debt  in 
order  to  relieve  revenue  of  some  of  the  expenditure 
on  completed  lines.  The  permanent  indebtedness 
of  British  railways  has  now  grown  to  such  colossal 
proportions,  and  the  annual  revenue  required  to 
afford  a  moderate  dividend  on  this  capital  is  so 
large,  that  it  may  be  doubted  whether  directors 
will  have  the  courage  to  propose,  and  whether 
shareholders  can  afibrd,  or  will  have  the  self-denial, 
to  acquiesce,  in  any  temporary  sacrifice  of  income  ; 
but  the  most  moderate  and  practical  remedy  for 
the  future  would  be  to  make  all  sums  charged  to 
capital,  on  account  of  lines  already  open  for  traffic, 
repayable    to    capital,  out    of  income,  by    annual 


:i.) 


instalments    cxteiuliM^-  over   ;i    liinitcd    iiiiinlxr  of 


vciirs. 


The  atloption  of  this  course,  while  it  wouM 
necessarily  retlucc  the  dividends  \'nv  a  time,  uonM 
stop  that  gradual  hut  |iermaiient  reduction  which, 
accordinii"  to  the  foreiroin<r  lijxnres,  sei-ms  to  ]i:i\c 
alrca<ly  made  some  progress.  The  signals  j)oint, 
if  not  to  "  danger,"  at  all  events  to  "cantion,"  and 
the  engine  "■  ca[)ital  "  shonld  he  sUnved  down. 

The  foregoing  remarks  will  not  ap|)eal  to  mere 
sj>eonlators  in  railwa\'  secnrities  who,  natnralK', 
onlv  watch  the  tiu'n  of  the  market,  and  care  little 
ahout  the  futnre  wi-ltarc  of  the  com})anies  whose 
stocks  they  deal  in  ;  they  are  addressed  more 
especially  to  those  permanent  holders  who  have 
invested  their  savings  in  railway  shares  with  the 
expectation  that  thev  will  enjoy  a  fairly  steady 
and  diiralde  income  from  the  investnient.  These 
holders  will  do  well  to  watch  with  care  the  capital 
account  of  the  lines  in  which  thty  are  intercsti.'d, 
as  it  is  on  the  prudent  and  provident  limitation  of 
capital  charges  that  the  permanence  of  their  incomes 
will  in  a  great  measure  depend. 
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